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Recent economic trends EMS realignment in July 1985 
Output accelerates in second quarter. — On the basis of 
estimates for the four largest Member States, the gross 
domestic product of the Community rose by 4,1 % in real 
terms in the second quarter (seasonally adjusted quarter to 
quarter rise expressed at an annual rate) after a first quarter 
(-0,6 %) which was significantly depressed by the cold spell 
at the beginning of the year. 
In the Federal Republic of Germany gross national product 
grew by 5,6 % (s.a.a.r.) more than reversing the fall of 4,6 % 
recorded in the first quarter. All components of domestic 
demand, except Stockbuilding, contributed to this increase 
with gross fixed investment particularly buoyant (+26,6 %) 
and consumption recovering from the declines of the first 
quarter and trie final quarter of 1984. The foreign balance 
contributed 3,5 percentage points to GDP growth as exports 
accelerated and imports were virtually unchanged. 
Gross domestic product in France was also buoyant in the 
second quarter, growing by 2,3 % (s.a.a.r.) after small 
declines in the previous two quarters. The foreign balance 
contributed to growth again as exports grew by 2,6 % and 
imports were virtually unchanged. The principal contribution 
to growth in domestic demand came from a sharp turnaround 
in stock building which added 1 percentage point to growth. 
Investment too was a contributory factor, rising by 2,3 %, the 
first rise recorded for a year and a half. 
In the United Kingdom and Italy growth rates in the second 
quarter were 4,5 % and 3,2 % (s.a.a.r.) respectively. 
The trend of industrial production has remained positive since 
February. — After rising by 1 % in May, owing to an 
increase recorded in all the Member States, the increase in 
the Community's industrial production, 0,5 % in June, 
slowed down slightly. In June, the index of industrial 
production went on rising in Germany (2,0 %) , Italy (1,6 %) 
and the Netherlands (2,0 %) , but fell in France (down 1,5 %) 
and the United Kingdom (down 0,6 %) . For the Community 
as a whole the three-month moving average confirms the 
positive trend which began in February, marking the end of 
particularly unfavourable weather conditions. The trend 
remained up in Germany, the United Kingdom, Ireland, 
Belgium, Luxembourg and Greece and showed a marked 
recovery in Denmark where it had fallen because of the 
strikes in March. The moving average did, however, fall for 
the second month in succession in Italy and the Netherlands 
and also turned down in France after a positive trend which 
had lasted for several months. 
Unemployment rate slightly up in June. — The unemploy-
ment rate (s.a.) for the Community as a whole remained 
unchanged in July, after rising from 11,1 % in May to 11,2 % 
in June. The rate has fallen in Belgium since May and, more 
recently, in Luxembourg. There was no change in Germany, 
the United Kingdom and Italy. In all the other Member 
States, the unemployment rate rose, by one tenth of a 
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and income sides at factor cost give for the 
nclude the adjustment for calendar irregularities. 
percentage point (except for Denmark, where it rose from 
8,8 % to 9,1 %) . Over the twelve-month period, the number 
of unemployed increased, within the Community, by 3,3 %. 
But in four countries, Denmark, the Netherlands, Luxem-
bourg and Belgium, the July number of unemployed was 
down on a year earlier. 
Further slowdown in inflation. — The index of consumer 
prices in the Community rose by 0,1 % in July following an 
increase of 0,3 % in June and 0,4 % in May. On a seasonally 
adjusted basis the rises in June (0,4 %) and July (0,3 %) 
imply that the monthly rate has continued to decelerate since 
the peak of nearly 0,7 % recorded in March. The trend rate 
of inflation, measured as the seasonally adjusted annual rate 
over six months, eased to under 6 % for the first time since 
the beginning of the year. The degree of divergence in price 
changes within the Community, measured as the weighted 
standard deviation of inflation trends in each country, eased 
in July after some widening in earlier months caused by the 
upward drift in inflation trends in the United Kingdom and 
Italy. The index of consumer prices in the Community in July 
was 5,8 % higher than a year earlier with changes over 12 
months ranging from 2,3 % in Germany to 16,7 % in Greece. 
Improvement in Community's visible trade balance. — The 
Community's visible trade deficit fell to 768 million ECU, 
seasonally adjusted, in May 1985 as against 2 137 million 
ECU in April (Table A.5). A three-month moving average of 
the figures also shows an improvement, the average deficit for 
the three months ending in May being 1 959 million ECU as 
against 2 995 million for the three months ending in April. 
Nonetheless, the three-month moving average of the deficit 
is, in annualized terms, still no lower than for 1984 as a whole 
and somewhat more than for 1983. Among Member States, 
the surplus continued to rise in Germany in May, reaching 
3 125 million ECU ; it fell back slightly in June, but remained 
above the April level. The UK deficit in May was again 
sharply lower, after the very high levels recorded in the early 
months of the year. There was also some improvement in 
May in the Italian deficit, but little change in that of France. 
The Dutch visible trade balance has been behaving irregularly 
in recent months, but there seems to be some indication that 
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GRAPH 3 : Consumer prices EUR10 
the very large surplus of 1984 may not be matched in 1985. 
The deficit of the BLEU has been smaller in recent months 
than the heavy deficits of the early months of the year. By 
contrast, the Danish balance, despite a small surplus in June, 
shows signs of a deteriorating trend. Ireland returned to 
recording surpluses in May and June after a deficit in April. 
Money supply growth buoyant in April and weak in May. — 
In April 1985, money supply grew by an average of 1,1 % 
(s.a.) for the Community, i.e. by two-tenths of a percentage 
point more than in March, mainly because of relatively 
substantial money creation in Denmark, Greece, Ireland, 
Italy and the United Kingdom. But in May average money 
supply remained virtually static (up 0,1 %) : it declined in 
France and the Netherlands and grew less fast in the other 
Member States with the exception of Greece, where the rate 
of money creation was still accelerating. Preliminary figures 
available for June and July indicate that the month-to-month 
trend is still irregular, particularly in the United Kingdom, 
where sterling M3, after growing by 2,3 % in June, decreased by 0,7 % in July : these contradictory movements are due to 
distortions caused by the over-subscription of the sale of 
shares in the insurance sector. 
Interest rates continue to ease. — In July and August, interest 
rates continued to ease in the Community. At the end of 
August, the Community average stood at 9,3 %, eight-tenths 
of a percentage point lower than at the end of June. This was 
the first time since 1979 that short-term rates for the 
Community as a whole had averaged under 10 %. In July, 
rates fell in all the Member States except Belgium which 
raised the discount rate from 9,25 % to 10 % in two stages to 
cope with strains on the foreign exchange market. In the same 
month, the United Kingdom twice lowered the base rate by 
half a percentage point. In August, the cost of money 
continued to ease in the Community, apart from Belgium, 
Greece, and to a lesser extent the United Kingdom. On 15 
August, the German and Netherlands central banks lowered 
their discount rates by half a percentage point. However, the 
rates on United States three-month Treasury bills firmed 
slightly, bringing the positive differential between the average 
short-term rate in the Community and the United States rate 
down from 3,3 percentage points in June to 1,9 points at the 
end of August. Long-term rates went on falling in the 
Community in July with the average declining by three-tenths 
of a point to stand at 10,1 %. 












-2 1 1 ' ' I Ι ι 1 ' ι I ' ' I ' ι ! ' ' I ' ' ! ι ' I ' ' ! ■ ' I ■ ' I ■ 
81 82 83 84 85 
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GRAPH 7 : Long-term interest rates Ι Λ 
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Dollar slide halted in mid-August. — The decline of the 
dollar, which had started in March 1985, ceased in mid-
August and was followed during the rest of that month and in 
early September by a smooth rise. On average for the month 
of August however, the dollar's value fell by a further 3,3 % 
against the ECU compared with July, bringing its total fall 
from the March peak to 15,4 % (Table A.9). As compared 
with twelve months earlier, the dollar's August-average value 
against the ECU was down by 2,7 %. As has tended to be the 
case over a lengthy period, the Japanese yen steered a middle 
course between the ECU and the dollar in August, continuing 
its fall against the ECU in the first half of the month and 
recovering thereafter. Its August-average value against the 
ECU was down by 1,6 % as compared with July and by 8,0 % 
as compared with March 1985. 
Within the exchange-rate mechanism of the EMS there was 
little change in August following the devaluation of the lira in 
July. The lira and the Irish pound remained at the top of the 
fluctuation band throughout the month, while the Belgian 
franc remained at the bottom. No currency approached its 
divergence threshold. Sterling, which had risen by 2,1 % 
against the ECU between June and July, slipped back in 
August, falling by 2,8 % on average for the month. 
20 September, 1985 
Adjustment of EMS central rates on 20 July 1985 
On 20 July 1985, the Ministers and Central Bank Governors of the EEC Member Countries, by mutual agreement, in a 
common procedure involving the Commission and on the basis of a proposal from the Monetary Committee, decided on an 
adjustment of central rates within the European Monetary System. 






+ 2 % 









- 6 % 
The agreed modifications resulted in the actual bilateral percentage changes shown in Table 2. 
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The new ECU central rates (in units of national currency per ECU) resulting from this adjustment and the percentage changes 

































Table 3 shows the matrix of new bilateral central rates and intervention limits applicable as from 22 July 1985. 
TABLE 3: Bilateral central rates and intervention margins for currencies participating 'in the EMS exchange rate mechanism as from 
22 July 1985 
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1 The UKL and DRA do not participate in the exchange rate mechanism of the EMS. Their theoretical central rates in ECUs are 0,555312 UKI. and 100,719 DRA respectively. 
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10 National sources for Belgium, Denmark, Germany, France, Ireland and the United Kingdom; seasonal adjustment by Eurostat for Greece, Italy and the Netherlands. 
11 Average of monthly changes, seasonally adjusted, weighted by GDP at 1975 prices and purchasing power parities. For money supply, the monthly change in Belgium is obtained by linear interpolation of 
quarterly dala. 
12 National sources; three-month interbank rate except: Belgium: yield on issue of four-month Fonds des Rentes certificates; Denmark: daily money market rate (monthly average). Annual average, end 
quarter and end month. 
13 Average weighted by GDP at 1975 prices and purchasing power parities. 
14 Yield on public sector bonds. Annual average. Average for last month of quarter and monthly average for Germany, Italy, Luxembourg and the Netherlands. End quarter and end month for the other 
Member States. 
15 Weighting coefficients arc calculated so as to allow not only for bilateral trade but also for competition on third markets and on the domestic market of the exporting country. 
Note: (s.a.) = seasonally adjusted. 
; = data not available. 
( ) = estimated. 
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Principal economic policy measures — July/August 1985 
Community (KUR) 
8.7 The Council (Economic and Financial Affairs) held its second-quarter examination of 
the economic situation in the Community, in accordance with Article 3 of the 1974 
«Convergence» Decision, on the basis of the Commission communication entitled «The 
economic outlook lor 1986 and the Member States* fiscal policies» (COM (85) 336 final) 
and in the light of a statement by the Chairman of the Coordinating Group for Economic 
and Financial Policies. In conclusion, it endorsed the Commission's opinion that it was not 
necessary at this stage to adjust the economic policy guidelines for 1985 as adopted by the 
Council of 19 December 1984. 
20.7 Ministers and Central Bunk Governors of the Member States decided on an 
adjustment of central rates within the European Monetary System (see box in this issue). 
Belgium (B) 
10.7 The Banque Nationale raised the discount rate and the rate for advances by 0,25 % 
to 9,75 % and 10 % respectively. 
1.8 The Banque Nationale again raised the official rates by 0,50 %. 
Ì.8 A law containing tax measures for the period 1986-1989 was voted ; it provides for the 
progressive adjustment of personal taxation. At the end of the period, present tax rates 
will be 2,25 % lower and tax allowances and thresholds will be fully indexed. For the same 
period, a law containing social measures adds a programme for the gradual increase of 
family allowances. 
Denmark <DK) 
15.8 The central government submitted its draft hudgct for 1986 to the parliament. 
Disregarding net interest payments total revenue should grow by 6,1 c/c to 217,2 bn Dkr 
while total expenditure, unchanged in real terms, would grow by 1,4 % only to 188,2 bn 
Dkr. Including interest payments the budget deficit is reduced from 36,2 bn Dkr (6,0 % of 
G D P ) in 1985 to 26,5 bn Dkr (4,2 % of G D P ) next year. 
F.R. uf Germany (I)) 
1.7 The Federal Government decided to take measures to support investment activity and 
to help the adjustment process in the construction sector : 
— The duration of fiscal depreciation of new industrial builings will be reduced from 50 to 
25 years in the case of straight line depreciation. In the case of degressive depreciation 
the rates are as follows : 4 years 10 %, 3 years 5 % and 18 years 2,5 %. These changes 
took effect from 31 March 1985. 
— Improvement in tax allowances for heating and hot water installations in buildings 
older than 10 years, with effect from 30 June 1985. 
— Increase in Federal Government contribution to urban renewal budget to DM I billion 
in 1986 and 1987. 
— Reconstruction Loan Corporat ion (Kreditanstalt für Wiederaufbau) and Equalisation 
of Burdens Bank (Lastenausgleichsbank) will increase the volume of low interest 
credit to small and medium-sized enterprises and to local authorities by DM 4 billion in 
total. 
— The funds available for the European Recovery Programme, which finances loans to 
small and medium-sized enterprises, for environmental purposes and for economically 
depressed regions, arc to be increased for both 1986 and 1987 by DM 800 million. 
¡5.8 The Central Bank Council decided to lower both the discount rate and the Lombard 
rate by 0,5 %. The discount rate is now at 4 % and the Lombard rate at 5,5 ck. 
Greece (GR) 
1.7 Ministry for Punite Works plans wtirks in Athens totalling Dr 18 (KK) millions for the 
next four years. 
2.7 Under a decision taken by the Governor of the Bank of Greece, private individuals 
will be able to purchase Treasury bills, at the issue date of 31 July 1985, for a period of 
three, six or twelve months and for a total value of Dr 3 (MK) million. 
8.8 With a view to reducing the public deficit on the oil account, the government 
increased the price of motor fuels by 16 % from 10 August. 
France (F) 
/. 7 Many social security benefits were improved. Retirement and early retirement 
pensions paid to persons under 60 years of age will be increased by 2,8 7c. Guarantees of 
income (bridging pensions paid to persons between 60 and 65 years of age) were increased 
by 2,3 c/c. Family allowances were raised to FF 525,45 a month for two children. FF 
1 182,27 for three children and FF I 847,30 for four children. The family income 
supplement was increased to FF 684 a month and the young child allowance to FF 755. 
The allowance payable at the beginning of the school year was increased to FF 328.41. The 
single parent allowance was set at FF 3 284 for one child and at 4 105.12 for two. At the 
same time, the Social Security ceiling, which serves as a reference for certain social 
security contributions and for the calculation of daily sickness, maternity and industrial 
accident allowances, was raised to FF 9 060, an increase of 3.78 c/c. 
2.7 The Banque de France published an instruction intended to curb the excessive growth 
of the money supply. The instruction concerns the three sources of money creation : 
movements of forcigns currencies in and out of the country. Treasury borrowings and 
bank lending to enterprises. The three main points arc the following : 
(i) the public authorities are to reduce the scope for external borrowing and to 
encourage certain enterprises to repay their borrowings in advance, in order to 
reduce the inflows into France of foreign currencies, attracted by relatively high 
interest rates, and to scale down the growth of foreign currency loans (not subject to 
the credit ceiling) to residents. 
(ii) The Treasury is to issue long-term bonds totalling FF 95 (KK) million in value in order 
to finance part of the budget deficit, 
(iii) Lending to the economy is to be tighter. In order to curb (the rise in) such lending, 
now rising at an annual rate of slightly over 7 %, the monetary authorities arc 
lowering by 1,5 percentage points the references for calculating the limit above which 




20J Following an adjustment of central rates within the EMS, the Italian lira was 
devalued by 6 r/c and the other currencies revalued by 2 c/c. 
20.7 A decree law adopted by the Government lays down the following accompanying 
measures : 
(i) reduction of the budgétisation of Social Security contributions to an extent 
equivalent to LIT 866 000 million ; 
(ii) heavier penalties for the late payment of social security contributions, which should 
bring in LIT 2 2(H) (MM) million in 1985; 
(iii) the first of the three instalments of the fine on unauthorized building was increased to 
50 % , instead of 33 % : it must be paid in November 1985 and is equivalent to an 
increase of LIT 1 0(K) (MK) million in revenue increase; 
(iv) extension of the requirement on all public institutions to hold deposits in a unified 
Treasury account ; this will enable the Treasury to recover LIT 2 200 000 million in 
1985 and LIT 2 200 000 million in 1986. 
Luxembourg (L) 
¡9.7 The Government adopted the draft budget for 1986. The draft was based on the 
assumption that real G D P would grow by 2 % and the scale sliding wage would rise by 
2,9 c/c. Total expendi ture , including debt redemptions, is to amount to LFR 77 6<M) 
million, an increase of 6 % compared with the budget voted for 1985. Increases in excess 
of the budgetary norm set by the Government were permitted for social security 
allowances (sickness fund, pension fund, family allowances) and for the public service 
(harmonization of career brackets, increase in the base value used to calculated 
indexation). Public investment appropriations arc over LFR 7 ÍKKJ million compared with 
LFR 6 800 million in 1985. Total revenue (including LFR 1 000 million in borrowed 
funds) is to amount to LFR 77 6(M) million, an increase of 4,9 c/c. The draft budget is 
therefore in balance. The personal solidarity tax is reduced from 10 to 7.5 % and the 
company solidarity tax from 4 % to 3 % (LFR 850 million less revenue in a full year), tax 
allowances and thresholds are indexed (LFR 300 million less), the amount exempted 
under the system for deducting tax on wages and salaries was increased (LFR 200-220 
million less) and certain measures were taken in favour of the financial market (LFR 5(K) 
million less). 
Netherlands (NL) 
¡6.8 The Ncderlandsche Bank lowered the discount and rate for advances by 0,50 
percentage points. On 1 February 1985 the rate had been raised to 5,5 %. 
United Kingdom (UK) 
None. 
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